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We affirm that:

We are ceriified public accountanis licensed to practice in Michigan.

We further affirm the following material, “no” responses have been disclosed in the financial statements, including the notes, or in the
Management Letier (report of comments and recommendations).

0.

11.
12.
i3.

i4.
15

X KK KK BR X KB YES

BE HXEEA
OO0 OOd

O 000 OO0 CO O N

Check each applicable box below. {See instructions for furiher detail )

All required component units/funds/agencies of the locat unit are included in the financial statements and/or disclosed in the
reporting entity noles to the financial staiements as necessary.

There are no accumulaied deficits in one or more of this unit’s unreserved fund balances/unrestricted net assets
{P.A. 275 of 1980) or the local unit has not exceeded its budget for expenditures.

The lecal unit is in compliance with the Uniform Chart of Accounts issued by the Department of Treasury.
The local unit has adopied a budget for all required funds.

A public hearing on the budget was held in accordance with State statuie.

The local unit has not violated the Municipal Finance Act, an order issued under the Emergency Municipal Loan Act, or
other guidance as tssued by the Local Audit and Finance Division.

The local unit has not been delinguent in distributing tax revenues that were collected for anoiher taxing unit.
The local unit only holds depasitsfinvestments that comply with siatutory requirements.

The local unit has no illegal or unauthorized expenditures that came to our atiention as defined in the Bullefin for
Audits of Local Units of Government in Michigan, as revised (see Appendix H of Bulletin).

There are no indications of defalcation, fraud or embezzlement, which came to our attention during the course of our audit
that have not been previously communicated to the Local Audit and Finance Division (LAFD). If there is such activity that has
not been communicaied, please submit 2 separate report under separate cover.

The local unit is free of repeated comments from previous vears,
The audit opinion is UNQUALIFIED.

The local unit has complied with GASB 34 or GASB 34 as modified by MCGAA Statement #7 and other generaliy
accepted accounting principles (GAAP),

The board or council approves all invoices prior to payment as required by charter or statuie.

To our knowledge, bank reconciliations that were reviewed were performed timely.

if a local unit of government (authorities and commissions included) is operating within the boundaries of the audited entity and is not
included in this or any other audit repori, nor do they obtain a stand-alone audit, please enclose the name(s), address(es), and a
description{s) of the authority and/or commission.
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Independent Auditors’ Report

Board Members
Hiillsdale Board of Public Utilities
Hiltsdale, Michigan

We have audited the accompanying financial statements of the business-type activities and each major
fund of the Hillsdale Board of Public Utilities, Enterprise Funds of the City of Hillsdale, Michigan, as of and
for the vear ended June 30, 2007, which coliectively comprise the Board's basic financial statements as
listed in the table of contents. These financial staiements are the responsibility of the Hilisdale Board of
Public Utilities’ management. Qur responsibility is to express opinions on these financial statements based
on our audit.

We conducted our audit in accordance with auditing standards generally accepted in the United States of
America and the sfandards applicable to financial audits contained in Government Auditing Standards,
issued by the Comptroller Genera! of the United States. Those standards require that we plan and
perform the audit to obtain reasonable assurance about whether the financial statements are free of
material misstatement. An audit includes examining, on a test basis, evidence supporting the amounis
and disciosures in the financial statermenis. An audit also includes assessing the accounting principles
used and significant estimates made by management, as well as evaluating the overall financial staiement
presentation. We believe that our audit provides a reasonable basis for our opinions.

As discussed in Note 1, the financial statements present only the Hillsdale Board of Public Utilities
Enterprise Funds and are not intended to present fairly the financial position of the City of Hillsdale, and
the changes in its financial position and cash flows of its proprietary fund types in conformity with
accounting principles generally accepted in the United States of America.

in our opinion, the financial statements referred to above present {airly, in all malerial respects, the
respective financial position of the business-type activities and each major fund of the Hillsdale Board of
Public Utitilies as of June 30, 2007, and the respective changes in financial position and cash fiows thereof
for the year then ended, in conformity with accounting principles generally accepted in the United States of
America.

In accordance with Government Auditing Standards, we have aiso issued a report dated October 1, 2007
on our consideration of the Board's internal control over financial reporting and on our tests of compliance
with certain provisions of laws, regulations, contracts, and grant agreements and other matiers. The
purpose of that report is to describe the scope of our testing of internal control over financial reporting and
compliance and the resulis of that testing and not fo provide an opinion on the internal control over
financial reporting or on compliance. That report is an integral part of an audit performed in accordance
with Government Auditing Standards and should be considered in conjunction with this report in
considering the resuilts of our audit.



Board Members
Hilisdale Board of Public Utilities

The Hillsdale Board of Public Utilities has not presented Management's Discussion and Analysis (MD&A)
as required supplementary information that the Governmental Accounting Standards Board has
determined is necessary to supptement, although not reguired ic be, part of the financial statements. The
Hillsdale Board of Public Utilities has eiected not to prepare such analysis, but encourages users of these
financial staiements ic read the MD&A contained in the annual financiat report of the City of Hillsdale for
the year ended June 30, 2007.

Our audit was conducted for the purpose of forming an opinion on the financial statements that collectively
comprise the Hilisdale Board of Public Utilities basic financial statements. The accompanying
supplemental information, as identified in the table of contents, is presented for the purpose of additional
analysis and is not a required part of the basic financial statemenis. The current year supplemental
information has been subjected to the auditing procedures applied in the audit of the basic financial
statements, and, in our opinion, is fairly stated in all material respects, in relation fo the basic {inancial
statements taken as a whole.

(J M%%WM P.C.

Witlis & Jurasek, P.C.

October 1, 2007



Hilisdale Board of Public Uilities
Statement of Net Assets
June 30, 2007

Total Business

Electric Water Sewer Tvpe Activities
Assets:
Cusrent assets:
Cash and cash equivalents 2213940 § - 3% 460,676 $ 2,683,616
Receivabies:
Customer accounis, nei of aliowance
for doubtiul accounts of $120,000 988,678 97,542 47,645 1,133,265
interest 24,115 3,208 4,905 32,318
Due from other funds of BPU - - 679,727 679,727
Due from other funds of City 3,428 - - 3,428
Inventories 330,418 77,320 9,481 417,218
Prepaid expenses 84.458 21,344 35,515 141,317
Total current assets 3,645,037 189,504 1.248.349 5.080.880
Resiricied and designated assets:
Designated investmenis 3,256,897 281,255 305,147 3,843,309
Restricted invesiments - 629,210 613,806 1.243.016
Total restricted and designated assels 3,256.897 916.465 918,953 5.086.415
Capital assets:
Property, plant and equipment, at cost 29,762,872 10,011,272 13,269,398 53,043,549
Less: accumulated depreciation 17.482.604 _ 4.362.954 9.057.872 30,820,430
Total capital assets {net) 12.270.268 5.641,325 4211526 22.123.118
Other assets:
Long-term inveniories 330,664 - - 330,664
Investment in M.S.C.P.A. 5006638 - - 5,896,638
Total other assets 6,327,302 - - 6.327.302
Total assets 25.499.604 6,751,254 6,376,828 38.827.726

See Notes o Financial Statements.




Liabilities:
Current liabilities payable from current assets:
Accounts payable
Accrued purchased power
Due io other funds of BPU
Due to other funds of City
Customer deposits
Accrued liabilities:
Payroll taxes
Other

Total current liabilities
payable from current assets

Current liabilities payabie from restricted assets:

Bonds pavyable
Accrued interest

Total current liabilifies
payable from restricted asseis

Compensated absences payable

Long-term debt, net of current maturities:
Bonds payable

Total liabilities
Net Assets:
Invesied in capital assets, net of related debt
Restricted for debt service

Unrestricied {deficit}

Total net assets

Tota) Business

Electric Water Sewer Type Activities

$ 37,274 % 30,188 41,002 % 78,464
865,050 - - 865,050

- 679,727 - 679,727

40,748 3,657 1,898 485,203

5,276 85 - 6,361

2,518 - - 3,518

32.726 4,830 5347 42 803
985,592 718,387 18,247 1,722 2726

- 260,060 150,000 410,000

- 33,119 4675 37,794

- 293,119 154,875 447,794

02,275 36,104 34,364 162,743

- 2,825,000 785,000 3,610,000

1.077.867 3.872.610 902,286 5,942 763
12,270,268 2,556,325 3,276,526 18,103,119

- 629,210 613,806 1,243,016

12,151,466 (306.851) 1,494,210 13,338,828

3 244217373 2878684 § 53845423 32,684,963




Hillsdaie Board of Pubiic (Milities
Statement of Revenues, Expenses
and Changes in Net Assels
Year Ended June 30, 2007

Total Business .

Electric Water Sewer Type Activities
Operating Revenue:
Sales to customers:
Residential $ 3983175% 813,774 § 286,455 4,883,404
Business 1,165,080 154,257 66,349 1,385,696
Commercial 3,409,403 260,396 132,125 3,801,824
industrial 3,708,061 129,505 82,404 3,820,060
Apartments - 307,174 143,223 450,397
Street light sales 47,023 - - 47,023
Other operaling income 47,683 85483 9,038 66315
Total operating revenue 12.3680.435 1,474,699 719,685 14,554,818
QOperating Expenses:
Purchased power 6,304,511 - - 6,304,511
Produciion expense 863,908 55,739 - 919,737
Transmission and distribution 4,164,930 - - 1,164,930
Coliection system expense - - 177,478 177,478
Treatment expense - - 559,492 559,492
Purification expense - 232,263 - 232,293
Distribution expense - 415,347 - 415,347
Administrative and general 838,673 227,184 213,130 1.278 987
Total operating expenses 8,172,112 936,563 850,100 11,052,775
Operating Income 3,188,323 544,136 (230,415) 3,5602.044
Non-operating Revenue {Expense):
Interest income 258,362 54,487 65,008 377,847
Interest expense - (134,834) {20,175) {155,009)
Other non-operating income {expense) 51,964 (4,224) {2.243) 45 527
Total non-operating revenue {expense) 310,356 {84,571} 42,680 268.465
Changes in Net Asseis 3,498,679 458,565 {187,735) 3,770,509
Net Assets, Beginning of Year 20,923 058 2418119 5,672.277 28,914,454
Net Assets, End of Year $§ 242 737§ 2878684 § 65384542 § 32684963

See Notes to Financial Siatements.




Hillsdale Board of Public Ltilities
Statement of Cash Flows
Year Ended June 30, 2007

Cash Flows from Operating Activities:
Cash received from customers, residents and users
Other operating receipts
Cash paid to emplovees and suppliers

Net cash provided by operating activities

Cash Flows from Capitai and Related
Financing Activities:
Bond payments on capital debt
Interest payments oh capital debt
Proceeds from the disposal of assets
Purchase of capital assets, net

MNet cash used by capital and related
financing activilies

Cash Fiows from Investing Activities:
Unrealized gain on investmants
Purchase of investments
Proceeds from the sale of investments
Ciher non-operating income received
Other non-operating expenses
Interest income received

Met cash provided by investing activities

Net Increase {Decrease)
in Cash and Cash Equivalents

Cash and Cash Equivalents, Beginning of Year

Cash and Cash Equivalents, End of Year

Reconciliation of Operating Income to Net
Cash Provided by Operating Activities
Cperating income
Adjustments to reconcile operating income
to net cash provided by operating aclivities:
Depreciation
{Increase) decrease in:
Receivables
Due from other funds
Inventories
Prepaids
Investment in M.5.C.P.A.
Increase (decrease} in:
Accounts payabie
Accrued expenses
Due to other funds
Customer deposits

Net Cash Provided by Operating Activities

See Notes to Financial Siatements.

Business-Type Activities - Enterprise Funds

Electric Water Sewer Total
$ 14009660 $ 1436161 § 735355 § 16,271,178
47,683 8,583 9,039 66,315
{11.807.999) (1,021,637 {485,677} {13,318,713)
2,338,344 424 717 254,717 3,018,778
- {250,000} {145,000} {395,000)
- {134,834} (20,175} {155,009}
143,013 - - 143,013
{778,250} (48,511} {4,286) {831,857}
(635,237} (433,345} {189,471} {1,238,053}
{27 604) {9,450) (14,240} {51,204}
{1,111,175)} {65,185) (45,366) {1,221,726)
- 33,000 11,000 44,000
18,107 - - 18,107
- {4,224 {2,243) {5,467
258,362 54,487 65,098 377.947
{862,310} B.628 14,245 {839,433}
841,797 - 89,485 941,202
1,372,143 - 370,181 1,742,324
$ 2213840 § - $ 465676 § 2883616
$ 3,188,323 § 544,136 $ (230,415) $ 3,502,044
626,703 212,325 158,502 997,530
40927 {28,530} 24,7058 37,108
14,078 - 322,008 336,086
{23,320} 2,802 {2,805) {23,423)
{2,802} (1,167} {2,624} {6,593)
{1.532,922) - - {1,532,922)
{26,890} 20,363 {7,517} {13,844)
60,907 (3,816) {5,993) 51,098
{5,067} {320,981} {1,048} {327,086}
{793} {415) - {1,208}
$ 2339344 B 424717 & 254717 % 3018778




JAdsdaie Board of Public Utilities
Notes fo Financial Statements

Note 1 — Summary of Significant Accounting Policies

The financial staiements of the Hilisdale Board of Public Utilities {BPU} have been prepared in conformity
with accounting principies generally accepted in the United States of America (GAAP), as applicable o
governmental units. The Governmental Accounting Standards Board (GASB} is the accepted standard-
setting body for establishing governmental accounting and financial reporting principles. The more significant
of the government's accounting policies are described below.

Reporting Entity

The Hillsdale Board of Public Utiliies (the BPU) provides eleciric, water and sewage disposal services to
residents of the City of Hillsdale {the City) and nearby townships, as recorded in three separate enterprise
funds. Policy is set and operations are directed by a five-member Board.

Measurement Focus and Basis of Accounting

The BPU uses funds to report on s financial position and the results of its operations. Fund accounting is
designed o demonsirate iegal compliance and {o aid financial management by segregating transactions
refaied fo cerfain government functions or activities. A fund is a separate accounting entity with a self-
halancing set of accounts.

The operations of the BPU are accounted for as Enterprise Funds of the Cily of Hillsdale, Michigan, which
are designed to be self-supporting. Enterprise Funds are used fo account for operations (a) that are financed
and operated in a manner similar to private business enterprises, where the intent of the governing body is
that the cost of providing goods or sefvices to the general public on a continuing basis be financed or
recovered primarily through user charges; or {b} where the governing body has decided that periodic
determination of revenues earned, expenses incurred, and the resuiting net income is apgropriate for capital
maintenance, public policy, management control, accountabiiity, or other purposes.

The BPU reporis the following major proprietary funds:
Eilectric ~ This fund accounts for the activities of the BPU's electric generation and distribution systems.

Water — This fund accounts for the activities of the BPU's water production, purification and distribution
systems.

Sewer — This fund accounts for the activities of the BPU's sewer coliection and treatment systems.

The accounting and financial reporting treatment applied fo a fund is determined by its measurement focus.
Ali enterprise funds are accounted for on a flow of economic resources measurement focus. With this
measurement focus, all assets and all liahilities associated with the operation of these funds are included an
the balance sheei. Proprietary fund-type operating siatements present increases (i.e., revenues} and
decreases (i.e., expenses) in net tolal assets.

The accrual basis of accounting is utilized by enterprise funds. Under this method, revenues are recorded
when earned and expenses are recorded at the time liabilities are incurred.

Private-secior standards of accounting and financial reporting issued prior to December 1, 1988, generally
are followed in proprietary fund financial siatements fo the extent that those standards do not conflict with or
coniradict guidance of the Governmental Accounting Standards Board. Governmentis also have the option of
following subsequent private-sector guidance of their business-type activities and enterprise funds, subject io
this same limitation, The government has elected not to follow subsequent private-sector guidance.



. .iisdale Board of Public Utilities
Notes io Financial Statemenis

Note 1 — Summary of Significant Accounting Policies (Continued)
Measurement Focus and Basis of Accounting (Continued)

Proprietary funds (enterprise funds} distinguish operating revenues and expenses from non-operating items.
Operating revenues and expenses generally result from providing services and producing and delivering
goods in connection with a proprietary fund’s principal ongoing operations. The principal operating revenues
of the BPU enterprise funds are charges to cusiomers for sales and services. The BPU also recognizes as
operating revenue the portion of fees iniended to record the cost of connecting new customers {o the system.
Operating expenses for enterprise funds include the cost of sales and services, adminisirative expenses, and
depreciation on capital asseis. All revenues and expenses not meeting this definition are reported as non-
operating revenues and expenses.

Cash, Cash Equivalents and Investments

Cash and cash equivalents include cash on hand, demand deposits and certificates of deposits with original
maturities of three months or less from the date of acquisition.

State statutes authorize the BPU to invest surplus funds in bonds, securities, other obligations of the United
States, or an agency or instrumentaiity of the United States; repurchase agreements; ceriificates of deposit,
savings accounts, deposit accounts or depository receipts of a qualified financial institution; commercial paper
rated at the time of purchase within the two highest classifications established by not less than two standard
rating services and that matures not more than 270 days aiter the date of purchase; bankers’ acceptances of
United States banks; obligations of the State of Michigan or any of its political subdivisions that, at the fime of
purchase, are rated as investment grade by at least one standard rating service; mutual funds regisiered
under the Investment Company Act of 1840 with the authority to purchase only investment vehicles that are
legal for direct investment by a public corporation; and exiernal investment pools as authorized by Public Act
20 as amended through December 31, 1957,

Investments are stated at fair value.

Short-term Interfund Receivables/Payables

During the course of operations, numerous fransactions occur between individual funds for goods provided or
services rendered. These receivables and payables are classified as “due from other funds” or “due to other
funds” on the balance sheet.

Receivables

All receivables are reported at their net vatue. They are reduced, where appropriate, by the estimated portion
that is expected to be uncollectible.

Inventories and Prepaid ltems

inventories are valued at cost, which approximates market, using the average cost method. Certain payments
io vendors refiect costs applicable to future fiscal years and are recorded as prepaid items.



. .dsdale Board of Public Utilities
Notes fo Financial Statements

Note 1 — Summary of Significant Accounting Policies (Continued)

Capital Assets

Capital assets which include land and buildings, plant, vehicles and equipment, and infrastructure assets {(e.g.,
pipes, poles, wire, fransformers, and similar items) are reported in the business-ype aciivities column in the
governmeni-wide financial statements. Capital assets are defined by the government as asseis with an initial,
individual cost of more than $5,000 and an estimated useful life in excess of two years. Such assets are
recorded at historical cost or estimated historical cost if purchased or construcied. Donated capital assets are
recorded at estimated fair market vaiue at the daie of donation.

The costs of normal maintenance and repairs that do not add o the value of the asset or materially extend
asset lives are not capitalized.

Maior outlays for capital assets and improvements are capitalized when projects are completed.

Property, plant, and equipment of the BPU is depreciated using the straight-line method over the following
estimated useful lives:

Asseis Years

Plant and systems 10-65
Net Assets
Certain proceeds of enterprise fund revenue bonds, as well as ceriain resources sef aside for their repayment,
are classified as resiricted assets on the balance sheet because their use is limited by applicable bond
covenants. Restricted resources are applied first when an expense is incurred for which both resiricted and
unresiricted net assets are available. Resiricted net assets segregate resources accumulated for debt service

payments. Designations of net assets represent tentative management plans that are subject to change.

Interfund Transactions

Quasi-exiernal transactions are accounted for as revenues or expenses. Transactions that constitute
reimbursements to a fund for expenses initially made from it that are properly applicable to another fund, are
recorded as expenses in the reimbursing fund and as reductions of expenses in the fund that is reimbursed.
Use of Estimates

The process of preparing financial statements in conformity with accounting principles generaliy accepied in
the United States of America requires the use of estimates and assumptions regarding certain types of assets,
liabilities, revenues, and expenditures. Such estimates primarily relate to unsettled transactions and events as
of the date of the financial statements. Accordingly, upon settlement, actual results may differ from estimated
amounts.

Pension Plan Funding

The BPU policy is to fund pension costs as they acorue.

Compensated Absences

Accurnulated unpaid vacation, sick, and personal days are accrued when earned.



. ..iisdale Board of Public Utilities
Notes to Financial Statemenis

Note 2 — Cash and Investments
A summary of cash and invesiments at year-end is as follows;

Bank deposits (checking and savings

accounts and shori-term CDs) $2,683,016
lnvestmenis 5,086,415
Cash on hand 600
$2.770,031
Investments are further specifically identified as of year-end, as foliows:
Amotint Rating
Fidelity Investment Cash $ 183,160 N/A
Spartan U.S. Government Money Market 535,480 N/A
U.S. Government Agency Bonds {maturing
in 110 5 years) 4,267,775 AAA
Certificate of deposit
(maturing in 132 days) 100,000 N/A
$5,086.415

Custodial Credit Risk — Deposits

Custodial credit risk is the risk that in the event of a bank failure, the Board’s deposits may not be returned.
The Board has not adopted and State law does not require a policy for deposit custodial credit risk. As of
year-end, $2,330,372 of ihe Board’s bank balance of $2,599,353 was exposed to custodial credit risk because
it was uninsured and uncollateralized.

Custodial Credit Risk — Investments

For an investment, custodial credit risk is the risk that, in the event of the failure of the counterparty, the Board
will not be able to recover the value of its investments or coliateral securities that are in the possession of an
ouiside party. The Board has not adopted and State law does not reguire a policy for investment custodial
risk.

Interest Rate Risk

State law limits the aliowable investments and the maturities of some of the allowable investments as identified
in the list of authorized investments above {see Note 1). The Board's investment policy does not have specific
limits in excess of State law on investment maturities as 2 means of managing its exposure io fair value losses
arising from increasing interest raies. The maturity dates for each investment iype are identified above for
investmenis held at year-end.

Credit Risk

State law limits invesiments to specific government securities, certificates of deposiis and bank accounts with
qualified financial institutions, commercial paper with spacific maximum maturities and ratings when purchased,
bankers’ accepiances of specific financial institutions, qualified mufual funds and qualified exiernal invesiment
pools as identified in the list of authorized investments above (see Note 1). The Board's investment policy does
not have specific limits in excess of State law on investment credit risk. The ratings for each investment are
identified above for applicable investments held at year-end,



. JIsdaie Board of Public Utilities
Notes to Financial Staiemenis

Note 3 - Capital Assets

Capital asset activity for the year was as {oliows:

Disposals
Beginning and Ending
Balance Additions Adjustments Balance
Business-type activities:
Capital assets not being depreciated:
Land $ 189982 ¢§ - E - $ 189,982
Construciion in progress 367.933 370,423 - 738,356
Total capital assets not being
depreciated 557,915 370,423 - 928,338
Capital assets being depreciated:
Plant and systems 51,853,229 460,632 {198,650} 52,115,211
Accumulated depreciation:
Plant and systems 30,012,417 897.530 (89,517} 30,920,430
Total capital assets being
depreciated, net 21,840,812 {536,898) (109,133) 21,194,781

Business-type activities capital
assets - net $22398727 $_ {168,475} $_(109.133) $22.123 119

Depreciation expense was charged to operating expenses as follows:

Electric Fund $ 626,703
Water Fund 212,325
Sewer Fund 158,502

$__997,530

Neote 4 — Investment in Michigan South Central Power Agency

The Michigan South Ceniral Power Agency (M.S.C.P.A) was organized in 1978 under the authority of
Michigan Public Act 448 of 1976, to supply electricity to member municipalities in South Central Michigan. The
Act provides that the agency will establish rates and charges to produce revenues sufficient to cover its costs,
but may not operate for profit, except for the benefit of the public. The agency is governed by a Board of
Commissioners which is comprised of one representative from each pariicipating municipality and the general
manager of the agency.

Participating municipalities and their respective shares of ownership are as follows:

Percent
Of
Ownership_

City of Coldwater 40.0%
City of Hillsdaie 25.5
City of Marshali 240
Village of Clinton 8.5
Village of Union City _4.0

100.0%



Hilisdale Board of Public uUtilities
Noies ic Financial Statements

Note 4 - Investment in Michigan South Central Power Agency {Continued)

The Hilisdale Board of Public Utilities is accounting for its investment in M.S.C.P.A. as a joint venture in
accordance with Governmental Accounting Standards Board Siatement No. 14. information presented
below is taken from financial statements of the M.5.C.P.A. for the year ended June 30, 2007, audited by
other audiiors, who expressed an ungualified opinion on those statements.

The BPU has entered into a Power Sales Contract with M.S.C.P.A. which requires the BPU to purchase
all of its bulk power supply from M.S5.C.P.A. and to pay ils share of M.S.C.P.A’s operaiing and debt
service cosis. The BPU has alse enfered info an agreement for services to be provided by the M.S.C.P.A.
in respect to substation facilities and an agreement which reguires the BPU 1o sell to M.5.C.P.A. power
generated by its facilities.

The summary information of the BPU investment in the M.S.C.P.A. for the year ended June 30, 2007 is as

follows:
Hilisdale
Total BPU

M.S.C.P.A. Portion 25.5%
Total assets $ 74,707,008 $ 18,050,287
Total liabilities 51,196,783 13,063,650
Net Assets $ 23,516,225 $_5.998,637
Operating revenues $ 42,858,324 $ 10,928,873
Operaling expenses 35,532,861 9,060,880
Operating Income 7,325,483 1,867,983
Other income and expenses {1.314.005) {335,071)
Changes in Net Assets 6,011,458 1,632,922
Net Assets, Beginning of Year 17.504.767 4,463,715
Net Assets, End of Year $.23,516,225 $.5.996,637



tullsdale Board of Public Utilities
Notes to Financial Statements

Note 5 - Long-Term Debt

! ong-term liabilities for the BPU'’s three enterprise funds for the year ended June 30, 2007, are as follows:

Due
Beginning Ending Within One
Balance Additions Reductions Balance Year
Business-type activities:
Revenue bonds:
18399 Water $1,855000 § - $ 110,060 $ 1,745,000 $ 110,000
2002 Water
Refunding 1,480,000 - 140,000 1,340,000 150,000
19892 Sewer 1,080,000 - 145,000 835,000 150,000
4,415,000 - 395,000 4,020,000 410,000
Compensaied absences 154,774 7.989 - 162,773 -
Totai $ 4560774 % 7,998 $. 395000 $4,182773 $_410,000

Revenue bonds consist of the foliowing:
Water Fund
1989 Revenue Bonds — maturing $110,000
to $185,000 annualiy, plus interest from
4.75% to 5.10% through October 4, 2018 $ 1,745,000

2002 Water Revenue Refunding Bonds — maturing
$140,000 to $190,000 annually, plus interest

from 3.00% to 4.00% through October 1, 2014 1,340,000
3,085,000
Sewer Fund

1992 Revenue Bonds — Michigan Municipal
Bond Authority Revolving Loan Fund payable,
maturing $145,000 to $165,000 annually,
plus interest at 2.60%, through April, 2013 935.006

Annual debt service reguirements to maturity on the above governmental bond obligations are as foliows:

Water Sewer
Principal interest Total Principal Interest Total

2008 $ 2606000 § 127614 §$ 387,614 $ 150,000 % 18,700 $168,700
2009 270,000 117,686 387,606 150,000 16,700 165,700
2010 275,000 107,310 382,310 155,000 12,700 167,700
2014 280,000 96,132 386,132 155,000 9,600 164,600
2012 305,000 84,061 389,081 160,000 8,500 166,500
2013-2017 1,320,000 225,481 1,545,481 165,000 3,300 168,300
2018 - 2019 365,000 18,698 383,698 - - -

Total $3,085000 $_776992 $3,861992 $_935000 5_66500 §1,001,500
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Hillsdale Board of Public Utilities
Notes to Financial Staiements

Note 6 - Employes Retirement System

Pian Description

The BPU, in conjunction with the City of Hillsdale, participates in an agent multiple-employer defined
benefit public employee retirement sysiem governed by the State of Michigan, titled Municipal Employees
Retirement System (MERS). Information regarding this plan can be found in the City of Hilisdale annual

financial statements.

Note 7 - Risk Management

The BPU is exposed to various risks of loss related to torts; theft of, damage to, and desiruction of asseis,
errors and omissions, injuries to employees and natural disasters. The BPU carries commercial insurance
to cover risks of iosses. The BPU setiled claims resulting from these risks did not exceed the amount of
insurance coverage in any of the past three fiscal years.

Note 8 - Interfund Receivables and Payables

The compasition of interfund balances at year-end is as foliows:

Due To/From Other Funds of BPU:
Water
Sewer

Due ToiFrom QOther Funds of City:
Electric

Water
Sewer

The BPU repoerts interfund balances between many of its funds. The sum of all balances presented in the
tables above agrees with the sum of interfund balances presented in the staiements of net assets/balance
sheet for the business-type activities. These interfund balances resulted primarily from the time lag between
the dates that {1} interfund goods and services are provided or reimbursable expenditures ocour, (2)
transactions are recorded in the accounting system, and (3} payments between funds are made.

Note 9 — Reclassifications

Certain balances in the prior year financial statemenis have been reclassified for comparative purposes to
conform to the presentation in the current year financiai staiemenis. These reclassifications have not had

any impact on net income.

11

Receivables Payables

$ . $ 670,727
879,727 -
$_ 679,727 $_ 670727

Receivables Payables

$ 3,428 $ 40,748
- 3,557
- 1,898
53,428 $_ 46203
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Hilisdale Board of Public Utilities
Electric Fund
Statements of Net Assets
June 30, 2607 and 20086

Assets:
Current assets:

Cash and cash eguivalenis

Receivables (net of aliowance for uncoliectibles):
Customer accounts
interest

Due from City

Inventories

Prepaid expenses

Total current assets

Restricted and designated assets:
Designated invesimenis

Total restricted and designated asseis
Capital assets:
Property, plant and equipment, at cost
Less: accumulated depreciation
Total capital assets
Other assets:
Long-term inventories
investment in M.5.C.P.A.

Total other assets

Total asseis

12

2007 2006

2,213,840 % 1,372,143

988,678 1,041,101
24115 12,619
3,428 17,506
330,418 331,032
84,458 81.656

3.645.037 2,856,057

3.256,897 2118.218

3,256,897 2,118,218

29,762,872 29,183,273
17.492.604 16.855.418

12,270,288 12.227.854

330,664 306,730
5,996,638 4,463,715

6.327.302 4,776,445

25,480,604 21,872,574




2007 20086

Liabilities:
Current liabllities payable from current assets:
Accounts payable $ 37,274 $ 63,984
Accrued purchased power 865,050 809,582
Due io City 40,748 45,815
Customer deposits 6,276 7,069
Payroli taxes 3,518 5,244
Other 32,726 35.146
Total current liabilities 885,582 965,820
Compensated absences 92,275 82,680
Total liabilities 1,077,867 1,048,510
Net Assets:
invested in capital assets, net of related debt 12,270,268 12,227,854
Unrestricied 12,151,469 8,895,210

Total net assets $ 2442173785 20,923,064



Hilisdale Board of Public Utilifies

Electric Fund

Statements of Revenues, Expenses

and Changes in Net Assets

Years Ended June 30, 2007 and 2006

Operating Revenue:
Sales to customers:
Residential
Business
Commercial
Industrial
Street light sales
Other operating income

Total operating revenue
Operating Expenses:
Purchased power
Production expense
Transmission and distribution
Administrative and general
Total operating expenses
Operating Income (Loss)
Non-operating Revenue {Expense)
Interest income
Other non-operating income {expense)
Total non-operating revenue {expense)
Changes in Net Assets

Net Assets, Beginning of Year

Net Assets, End of Year

2007 2006
$ 3983,175%  3,245416
1,165,000 944 B8O
3,409,403 2 556,697
3,708,061 3,074,207
47,023 35,198
47,683 40,211
12,360,435 9,896,409
6,304,511 6,604,746
863,998 889,504
1,164,930 995,361
838,673 752.007
9,172,112 9,241,618
3,188,323 854 791
258,362 71,761
51,994 2,799
310,356 74,560
3,498,679 729,351
20,923,058 20,193,713
$ 24421737 % 20923064
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Hitisdale Board of Public Utilities

Schedules of Operating Expenses
Years Ended June 30, 2007 and 2006

Purchased Power:
Purchased power
Power cost adjustment
Gain on investment in M.5.C.P.A.

Total purchased power

Production Expense:
Depreciation
Engine fuels
Production operation
Production mainienance

Total production expense

Transmission and Distribution Expense:
Depreciation
Distribution operation
Distribution mainienance

Total transmission and distribution expense

Administrative and General Expense:
Payment in lieu of tax
Depreciation
Customer accounts expense
Customer service and infermation expense
Administrative operation
Administrative maintenance

Tolal administrative and general expense

Electric Fund

14

2007 2006
$ 0584207 $ 9,973,942
(1,746,774) (2,787.494)
{1.532,922) (581.702)
$ 6304511 % 6604.746
$ 252,165 $ 238,376
79,958 77.823
456,206 505,086
75,669 67.319
$ 863998 $ 889,504
$ 315,050 $ 324,331
380,799 298,035
469,081 ... 372,985
$ 1184930 % 995,361
$ 477,351 $- 300,030
50,488 - 78,227
72,052 71,038
26,544 25,922
196,914 267,784
6,324 8,106
$ 838,673 § 752,007




Hilisdale Board of Public Utilities
Water Fund
Statements of Net Assets
June 30, 2007 and 2006

Assets:

Current assets:
Accounts receivable
Interest receivable
inventory
Prepaid expenses

Total current assets
Restricted and designated assets:
Designated investments
Restricted investments
Total restricted and designated assets
Capital assets:
Property, plant and equipment, at cost
i.ess; accumuiated depreciation

Total capital assels

Total assets

15

2007 2006
3 97,542 % 69,506
3,288 2,804
77,320 80,122
21,344 20177
198,504 172,609
281,255 234,855
829,210 633.871
816,465 868,830
10,011,279 9,962,770
4,368,954 4,157,629
5,641,325 5,805,141
6,751,294 6,846,580




2007 2006

Liabilities:
Current liabilities payabie from current assets:

Accounts payable $ 30,188 $ 8,825
Due to other funds of BPU 679,727 1,001,735
Due to City 3,557 2,530
Accrued iiabilities 4,830 7,245
Customer deposits 85 500

Total current liabilities payabte from curreni assets 718,387 1,021,835

Current liabilities payable from restricted assets:

Bonds payable 260,000 250,000
Accrued interest 33,119 35,476
Total current liabilities payable from restricled assets 293,119 285,476
Compensaied absences payable 36,104 35,148

Long-term debt, net of current maturities:

Bonds payabie 2,825,000 3,085,000
Total liabitities 3,872,610 4,427 459
Net Assets:
Invested in capital assets, net of related debt 2,056,325 2,470,141
Resiricted for debt service 629,210 633,871
Unrestricted {deficit} (306.851) {684,891}

Total net assets $§ 2878684 § 2419121




Hillsdale Board of Public Utilities

Water Fund

Statements of Revenues, Expenses

and Changes in Net Assets

Years Ended June 30, 2007 and 2006

Operating Revenue:
Sales to customers:
Residential
Business
Commercial
Industrial
Apariments
Other operating income

Total operating revenue
Operating Expenses:
Production expense
Purification expense
Distribution expense
Administrative and general
Total operating expenses
Operating Income {Loss)
Non-operating Revenue {Expense}):
Interest income
Interest expense
Other non-operating income (expense}
Totat non-operating revenue (expense)
Changes in Net Assets

Net Assets, Beginning of Year

Net Assets, End of Year

2007 2006
$ 613,774 451,760
154,257 113,458
260,396 215,425
129,505 108,495
307,174 220,589
9,583 4,761
1,474,699 1.114.518
55,738 50,336
232,293 205,935
415,347 395,876
227,184 223,518
930,563 879,666
544,136 234,852
54 487 16,567
{134,834} (144.,380)
(4,224) {7.756)
(84.571} {135,569)
459,565 99,283
2,419,119 2,319,838

$ 2878684 § 2419121
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Hilisdale Board of Public Wilities

Schedules of Operating Expenses
Years Ended June 30, 2007 and 2008

Production Expense:
Depreciation
Production operation
Production mainienance

Total production expense

Purification Expense:
Depreciation
Chermical expense
Purification operation
Purification maintenance

Total purification expense

Distribution Expense:
Depreciation
Distribution operation
Distribution maintenance

Total distribution expense

Administrative and General Expense:
Payment in lieu of tax
Depreciation
Customier accounts expense
Customer service and information expense
Administrative operation
Administrative maintenance

Total administrative and general expense

Water Fund

17

2007 2006
12,830 $ 11,699
34,093 31,177

8.816 7.460
55730 $ 50,336
58,789 § 58,789
43,664 44,239
95,126 86,813
34,714 16.004

232293 § 205,935
130,534 $ 130,105
78,831 85,469
205,982 184,302
415,347 § 390,876
41,419 § 30,180
10,172 9,255
56,133 45,186
13,718 13,347
103,245 121,837
2,797 3,704
227.184 § 223,519




Hillsdale Board of Public Utilities
Water Fund

Schedule of Bonded Debt
June 30, 2007

Revenue Bonds - Series 1899

Date Rate Principal interest Total

October 1, 2007 4.750% $ 110,000 & 42,734 § 152,734
Aprit 1, 2008 40,122 40,122
October 1, 2008 4.750% 115,600 40,122 155,122
April 1, 2009 37,391 37,391
Qciober 1, 2008 4.750% 120,600 37,321 157,391
April 1, 2010 34,541 34,541
October 1, 2010 4.750% 130,000 34,541 164,541
April 1, 2011 31,453 31,453
October 1, 2011 4.750% 135,000 31,453 166,453
April 1, 2012 28,247 28,247
Cctober 1, 2012 4.800% 140,000 28,247 168,247
April 1, 2013 24,887 24,887
October 1, 2013 4.875% 145,000 24,887 169,887
Aprit 1, 2014 21,353 21,353
October 1, 2014 4.900% 155,000 21,353 176,353
Aprit 1, 2015 17,655 17,555
October 1, 2015 5.000% 160,000 17,555 177,655
April 1, 2016 13,555 13,555
October 1, 2016 5.050% 170,000 13,555 183,555
April 1, 2017 9,262 9,262
October 1, 2017 5.050% 180,000 9,262 189,262
April 1, 2618 4,718 4,718
October 1, 2018 5.100% 185,000 4718 186,718

Totals $ 1745000 $ 568,802 § 2,313,902
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Hiilsdale Board of Public Utilities
Water Fund

Schedule of Bonded Debt
June 30, 2007

Revenue Refunding Bonds - Series 2002

Date Rate Principal Interest Total

Cctober 1, 2007 3.000% $ 150000 $ 23504 $ 173,504
April 1, 2008 21,254 21,254
October 1, 2008 3.000% 155,000 21,254 176,254
April 1, 2008 18,829 18,020
October 1, 2009 3.200% 155,000 18,929 173,929
Aprit 1, 2010 16,449 16,449
QOctober 1, 2010 3.450% 160,000 16,448 176,449
April 1, 2011 13,689 13,689
Cctober 1, 2011 3.550% 170,000 13,689 183,689
April 1, 2012 10,672 18,672
October 1, 2012 3.625% 175,000 10,672 185,872
April 1, 2013 7.500 7,500
October 1, 2013 4.000% 185,000 7.500 192,500
April 1, 2014 3,800 3,800
OCctober 1, 2014 4.000% 180,000 3,800 163,800

Totals $ 1,340,600 &% 208,000 $ 1,548,080

19



Hillsdale Board of Public Utilities

Assets;
Current assets:
Cash and cash equivalents
Accounis receivable
Interest receivable
Due from other funds of BPU
inventory
Prepaid expenses

Total current assets
Restricted and designated assets:
Designated investmenis
Resfricied invesimenis
Total restricted and designated assets
Capital assets:
Property, plant and equipment, at cost
Less: accumulated depreciation

Total capital assets

Total assets

Sewer Fund

Staiemenis of Net Assets

June 30, 2007 and 2006

20

2007 2006
469,676 $ 370,181
47,045 72,313
4,905 4,346
679,727 1,001,735
9,481 6,577
35,515 32,882
1,246,349 1.488.044
305,147 278,357
613,806 581.880
918,953 870,347
13,269,398 13,265,101
0,057 872 8,898,369
4,211,526 4,365,732
6.376.828 6,724,123




Liabilities:
Current liabilities payable from current assets:
Accounts payabie
Due to City
Accrued liabilities

Total current liabilities payabie from current assets
Current liahilities payable from restricied assets:
Bonds payable
Accrued interest
Toial current iiabilities payable from restricted assets

Compensated absences payabie

Long-term debt, net of current maturities:
Bonds payable

Total liabilities
Net Assets:
invested in capital assets, net of related debt
Restricted for debt service

Unrestricted

Total net assets

2007 2006
11,002 § 18,519
1,898 2,948
5,347 7,343
18,247 28,808
150,000 145,000
4,675 6,100
154,675 154,100
34,364 36,936
785,000 835,000
892,288 1.151.844
3,276,526 -
613,806 -
1.484 210 5,572,279
$5384542 ¢ 5572279




Hillsdale Board of Public Hilities

Sewer Fund

Statements of Revenues, Expenses

and Changes in Net Assets

Years Ended June 30, 2007 and 20086

Operating Revenue:
Sales to custemers:
Residential
Business
Commercial
Industrial
Apartmenis
Other operating income

Total operating revenue
Operating Expenses:
Sewer collection system expense
Treatment expense
Administrative and general
Totai operating expenses
Operating Income
Non-operating Revenue {Expense):
Interest income
Interest expense
Other non-operating income (expense)
Total non-operating revenue {expense}
Changes in Net Assefs

Net Assets, Beginning of Year

Net Assets, End of Year

2007 2006
$ 286,455 §$ 442 896
66,349 109,287
132,125 228,140
82,494 135,059
143,223 221,876
9,038 14,577
712,885 1,151,835
177,478 202,332
558,492 508,912
213,130 241,364
950,100 952,608
(230.415) 199,227
65,098 45,234
{20,175} (23,700}
{2,243} {4.171)
42 680 21,363
{187,735} 220,590
5,572,277 5,351,689
$ 5384542 $ 5572279
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Hillsdale Board of Public Utilities
Sewer Fund
Schedules of Operating Expenses
Years Ended June 30, 2007 and 2006

2007 2006
Sewer Collection System Expense:
Depreciation 3 62,867 % 62,424
Collection operation 47,720 51,119
Collection maintenance 66,891 88,789
Total sewer collection system expense $ 177,478 § 202,332
Treatment Expense:
Depreciation $ 86,346 § 85,982
Chemical expense 20,889 12,957
Treatment operation 320,876 278,378
Treatment maintenance 131,381 131,585
Total freatment expense $ 559,492 % 508912
Administrative and General Expense:
Payment in lieu of tax $ 22,091 § 34,951
Depreciation 9,289 8,373
Customer accounts expense 57,553 51,624
Customer service and information expense 12,768 12,474
Administrative operation 108,439 130,239
Adminisirative maintenance 2,988 3,703
Total administrative and generai expense $ 213,130 % 241,364
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Hilisdale Board of Public Utilities
Sewer Fund

Scheduie of Bonded Debt
June 38, 2007

Michigan Municipal Bond Authority - March 26, 1992

Date Rate Principal Interest Total

Cctober 1, 2007 $ 9350 § 8,350
Aprit 1, 2008 2.00% $ 150,000 9,350 158,350
October 1, 2008 7,850 7,850
April 1, 2009 2.00% 150,000 7.850 157,850
October 1, 2009 6,350 6,350
April 1, 2010 2.00% 155,000 6,350 161,350
Cciober 1, 2010 4,800 4,800
April 1, 2011 2.00% 155,000 4,800 158,800
Cciober 1, 2011 3,250 3,250
April 1, 2012 2.00% 160,000 3,250 163,250
October 1, 2012 1,650 1,650
April 1, 2013 2.00% 165,000 1,650 168,850

Totals $ 935000 $ 66500 $ 1,001,500
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Report on Compliance and on Internal Control
Over Financial Reporting Based on an Audit of Financial Statements
Performed in Accordance with Government Auditing Standards

Beoard Members
Hillsdale Board of Public Utilities
Hillsdale, Michigan

We have audiied the financial staiemenis of the Hillsdale Board of Public Utilities as of and for the year ended June 30,
2007, and have issued our report thereon dated October 1, 2007. We conducied our audit in accordance with auditing
standards generally accepted in the United States of America and the standards applicable to financial audits contained
in Government Auditing Standards, issued by the Compiroller General of the United States.

Internal Control Over Financial Reporting

In planning and performing our audit, we considered the Hillsdale Board of Public Utilities’ internal conirol over financial
reporting in order o determine our auditing procedures for the purpose of expressing our opinions on the financial
statements and not to provide assurance on the internal control over financial reporting. Our consideration of the
internal contro) over financial reporting would not necessarily disclose all matiers in ihe internal control over financial
reporting that might be significant deficiencies or material weaknesses. However, as discussed beiow, we identified
certain deficiencies in internai control over financial reporting that we consider to be significant deficiencies.

A control deficiency exists when the design or operation of a control does not allow management or employees, in the
normal course of performing their assigned functions, o prevent or detect misstatements on a timely basis. A
significant deficiency is a contro! deficiency, or combination of control deficiencies, that adversely affects the entily's
ability fo initiate, authorize, record, process, or report financial data reliably in accordance with generally accepted
accounting principles such that there is more than a remote likelihood that a misstatement of the BPU's financial
statements that is more than inconsequential will not be prevented or detected by the BPWs internal control over
financial reporting. We consider the deficiencies described as 2007-1 and 2007-2 in the accompanying schedule of
findings and responses to be significant deficiencies in internal control over financial reporting.

A material weakness is a significant deficiency, or combination of significant deficiencies, that results in more than a
remote likelihood that a material misstatement of the financial statements will not be prevented or detected by the
entify's internal control.

Our consideration of internal control over financial reporiing was for the limited purpose described in the first paragraph
of this section and would not necessarily identify all deficiencies in the internal control that might be significant
deficiencies and, accordingly, would not necessarily disclose all significant deficiencies that are also considered to be
material weaknesses. However, we believe the significant deficiencies described above as 2007-1 and 2007-2, are not
material weaknesses.
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Board Members
Hillsdale Board of Public WHilities

Compliance

As part of obtaining reasonable assurance about whether the Hillsdale Board of Public Uiilities’ financial statements are
free of maierial misstatement, we performed tests of its compliance with certain provisions of laws, regulations,
confracts and grant agreements, noncompliance with which could have a direct and materiai efiect on the determination
of financial statement amounis. However, providing an opinion on compliance with those provisions was not an
obiective of our audit and, accordingly, we do not express such an opinion. The resuits of our fests disclosed no
instances of noncompliance that are required to be reporied under Government Auditing Standards.

Hillsdale Board of Public Uiilities’ response to the findings identified in our audit are described in the accompanying
schedule of findings and responses. We did not audit the responses and, accerdingly, we express no opinicn on it,

This report is intended for the information of management, federal awarding agencies and pass-through entities and is
not intended to be and shouid not be used by anyone other than these specifled parties.

W o *Wb,p(‘;v

Willis & Jurasek, P.C.

October 1, 2007
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Board Members
Hillsdale Board of Public Utilities
Hillsdaile, Michigan

Scheduie of Findings and Responses
Finding 2007-1

Currently, the BPU's staff prepares the interim internal and annual financial statements. The annual financial
statements for the year ended June 30, 2007, required relatively few audit adjustments, most of which the staff were
aware needed to be recorded. Effective for the year ended June 30, 2007, Statement on Auditing Standards #112
titted Communicating Internal Control Related Matters Identified in an Audit {issued May 20086), requires us {0
communicate in writing when a client requires assistance to prepare the footnotes required in the annual audit report
in accordance with accounting principles generally accepted in the United States of America. The staff of the BPU
does understand all information included in the annual financial statements; however, we assist in preparing the
footnotes to the annual financial statements. We do not recommend any changes to this situation at this time and
communicate this as required by professional standards. We believe this meets the definition of a significant
deficiency as defined in Statement on Auditing Standard #112.

Client Response

We are aware of this deficiency and believe it is not cost beneficial in our situation to develop this expertise. We will
continue to use our external auditors for this technical assistance. We would expect this situation to be ongoing in
future years.

Finding 2007-2

Currently, management has decided not to present 2 Management’s Discussion & Analysis as required. We do not
recommend any changes to this situation at this time and communicate this as required by professional standards.
We believe this meets the definition of a significant deficiency as defined in Statement on Auditing Standard #112.

Client Response

We are aware of ihis deficlency and believe i is not cost beneficial in our situation to present this information. A
MD&A is provided in the city-wide financial statements.

26



